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Dear Sir cor »adam:
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= have ccngidersd your arplication for recoonition of exsxgzicn as a
sccial club described in Saction 301 {c) (7))
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Infcmmation suimitted shoss that v

cu were ilncorporated under the
Yon—profit Corporaticn Lasx of the &

tzte of [ NN o~ I

Your purroses are o preacte good fellewship ameng members; &nccurage
rerticizarion in scciety acitivities; disseninate and shere Xrowledoe and
erperiences in the hobby; to pramote friendly competiticn throucgh menthly
pcwl shows for the rmembers and pericdic fish shows cpen to the public; to
participate in the work ¢f selected naticral and internaticnal

rganizations devoted to the hobby.

rerbership consists of four (4) classes: Individual, Family, Junior and
Corresponding. lempership in your organizaticon is cpen to anyone
interested and recuires only the payment of dues.

Your activities include menthly meetings with a speaker and/cr slide show
procram, tropical fish coarpetition with trophies and ribkons, en Annual
Shew and an Annual Banquet with guest speaker. You stated that your main
furd raisers were your Znnual Shew and your Annual Bangquet. Further, you
stated, "at both functions, the club has a large auction cf Iish and
hobby related items to generete funds used to offset yearly erpenses.”

Your incame is from membership dues, banquets, raffles, auctions, show
registraticn, T-shiris sales, bock sales and contributions.

An analysis of the financial data you sulmitted shows that during the
pericd from I thro Il vour total incare was SHENEEEE. During thic
paricd you received $‘-%) in membership dues, SHINEN (IR

in contributions and (HI:) from activities conducted by your
organization. From this total SN (M) vas from non-members or
the general public.




Secticn 501(cli(7) of the Internal Rsvenue Code eveampts from Federal
income tax clubs organized for pleesure, recreation, and other
non-proiitable purposes, substantially all of the activities nf which are
for such purposes and no part of the net earnings of which inures to the
benafit of any private shareholder.

Section 1.501(c){(7)-1 of the Inccme Tax Regulations provides that, in
general this exemption extends to social and recreation clubs which are
supported solely by membwership fees, dues and assessments. Haowever, a
club which engages in business, such as making its social and
recreational facilities availakle to the general public is not organized
and operated exclusively for please, recreation and other non-prefitable
purposes.

Revenue Ruling 69-220, 1966-1 C.B, 154 held that a club which entered
into businesgs leases for rental of real property, and used the income to
defray expenses and to improve and expand the facilities, was not exempt
under Section 501(c)(7) because it regularly engaged in a business
ordinarily carried on for profit and its earnings inured to the benefit
of its members in the form of improved and expanded facilities.

In United States v. Fort Worth Club of Fort Worth, "exas, 34% F 23 52
(1965), modified and reaffirmed 348 F 2d 891 (1965), the court cited &
series of cases establishing that, in order tc be exempt under 501{c)(7),
a club's cutside profit must be strictly incidental to club activities,
not as a result of outside business, and either negligible or
non-recurring.

Revenue Ruling 58-589, 1959-2, 267, holds that a club will not be denied
exemption merely because it receives incaone fram the general public; that
is, persons other than members and their bona fide guests, or because the
general. public on occasion is permitted to participate in its affairs,
provided such participation is incidental to and in furtherance of its
general club purposes and it may not be said that income therefram is
inuring to members. This is generally true where the receipts fram
non~memmbers are no more than enough to pay their share of the expenses.

Revenue Ruling 68-119, 1968-1, 268 hold that an equestrian club that
holds one steeplechase per year will not necessarily lose its exemption
if it derives income fran transactions with other than hona fide members
or if the general public on occasion is permitted to participate in its
affairs, provided such participation is incidental to and in furtherance
of its general club purposes and income therefrom does not inure to
menmbers.
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the net income frcem the activity wes inuring to the membaers of the club
in tfe Zorm of improved and evpanded fecilities.

Revenue Ruling 71-17, published in Interral Revenue Cumulative 3Bulletin
u7.-1, page 663, Indicated that, as an audit standard, a social <lub's
annual inceme fram cutside scurces should not e more than 5% of tha
teotal gross receipms of the organization.

Public Iew 94-5€8 l:iperalized this stancdard. The intent of this lew, as
evplained in Senate Report No. 94~1318, rukliished in Cumulative Bulletin
1976-2, pace 597, is that a clib exerpt irom taxation and described in
Section 3C1{(c)(7), is to be permitted to receive up to 35% of its gross
receipts IZram a campination of investment income and receipts from
non~members (from the use of its facilities or services) sc long as the
latter do not represent more than 15 per cent of the total receipts. It
is further stated that if an organizaticn exceeds these limits, all of
the fzcts and circumstances must be considered in decermining whether the
organization qualifies for exerpt status. However, the amendment was nct
intended to allew sccial cluks toerreceive, even within the allowable
guidelines, incame from the active cconduct of business not traditionally
carried on by sccial clubs. (Senate Report MNe. §4-1318 2nd Session,
1976~2 C.B. 596.)

Based on financial data surmitted by the organization, it shows your
total income from A thru I vas SHEEEEE. 1rurther, from the
evidence presented it is concluded that SN (M) cf your income
was fram non-members or the gencral public. It is clear the club’s
outside profit is not incidental to the club's activities. The club's
activities are resulting in substantial inccome which is neither
negligible nor non-recurring.

Further, since the income is being used to pay for improvements and
expenses that would otherwise have to paid for by the members, this
activity results in prohibited inurement of benefit.

Rased on the forcgoing, the requirements for exemption of a social and
recreational ¢lub definced in the Ccde and Regulations. We hold tghat you
arc not operated exclusively for pleasure, recreation and other
non-prefitable purposes; and that a portion of your net earnings inures
to the benelit of your mcmbers. Therefore, we conclude that you do not
cqualify for oxemption under Section 501(c¢)(7) or any other Section of the
Internal Revenue Code.
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Since you have not beon granted tar oxenpt status, you are reuired to
file Federal income tax returns on Form 1120.

If vou do not accept: cur findings, we recormend that you recuest a
conference with a member of cur Regional Office of Appeals. Your request
for a conference should include a written appeal giving the facts, law,
arndi anv other information to support your position as explained in the
encleosed Publication 692. You will then be contacted to arrange a date
for a conference. The conference may e held at the RPegioral office cor,
if you request, at any rwutually converient District office. If we do not
hear from you witrin 39 days of the date of this letter, this
determinotion will lreccre final.

Sincerely yours,

District Director
Enclosure: Publicztion 892



